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Outlook and Appraisal 
The short-term outlook for the Scott ish 
economy cont inues to be favourable . 
Output growth is expected to be greater in 
1987 than in 1986 but wi l l f a l l short of 
t h a t achieved in the UK. Continued 
improvement into 1988 largely depends on 
developments in the world economy and on 
the extent to which the UK economy avoids 
overheating and an accelerating r a t e of 
inflation. 
The s ignif icant f a l l in the price of o i l 
from l a t e 1985 to the middle of 1986 was 
largely responsible for the Scottish Index 
of Production and Construction (including 
petroleum and natural gas ) falling by 3% 
during 1986, compared with an increase of 
1.8% in the UK. By the fourth quarter of 
1986, t he re was some evidence of a 
recovery with the Index r i s ing by 0.5$ 
over the previous quarter, compared with 
no change in the UK as a whole. Yet i t 
was evident that some sectors were s t i l l 
suffering as a r e su l t (see Mechanical 
Engineering, Transport Equipment and other 
Industry sections). 
Evidence of a continuing improvement in 
the Scottish economic outlook during 1987 
is provided by both the Scottish Business 
and CBI surveys . In the February 
Commentary we noted that both surveys had 
reported a s ignif icant improvement in 
business optimism. In May we reported 
t h a t the Apri l surveys i nd i ca t ed a 
continuation of the trend, with expansion 
apparently more broadly based than before. 
The most recent surveys (see Business 
Surveys section) reaffirm the trend of 
increased optimism. Moreover, the July 
Scottish Business Survey (SBS) provides 
the most opt imis t ic short-run outlook 
since the survey's inception in October 
1984. Confidence has increased in a l l 
sectors following r i s i n g demand. In 
manufacturing, the growth of sales and 
orders remains strongest in export and 
res t of the UK markets but growth in 
domestic demand i s expected to be of 
increasing significance in the coming 
months. Significant upward revisions in 
f i rms ' investment i n t en t ions provide 
fu r the r i n d i c a t i o n s of a sus t a ined 
recovery. 
Prospects for employment are encouraging. 
But, with firms under varying competitive 
pressures to minimise costs and ra i se 
productivity, coupled with the usual lags 
betwen output and employment growth, 
p rospec t s a re l e s s c e r t a i n and more 
fragmented than those for output . 
According to the recent SBS, a net 7% of 
manufacturing respondents reported an 
inc rease in employment during the 
preceding three months, with firms even 
more optimistic about employment prospects 
to September. Mechanical engineering, for 
example, experienced no major redundancy 
or closure announcements during the l a s t 
quarter (see Mechanical Engineering 
section) and, surprisingly, was one of the 
most b u l l i s h s e c t o r s in r e spec t of 
expected new orde r s and s a l e s . In 
retailing, following significant growth in 
the volume of sales, employment rose by a 
modest amount to June and i s expected to 
increase further in the three months to 
October (see Distributive Trades section). 
In the North Sea, the recent pa r t i a l 
recovery of the o i l p r i ce to around 
US$20pb is leading to renewed exploration 
and development activity (see Oil and Gas 
section) which is benefiting employment in 
t h e Grampian r e g i o n , where t h e 
unemployment rate moved below 10% in June 
(see Regional Review). However, in 
construction, the SBS reports that t o t a l 
employment is expected to remain at best 
s ta t ic , while in wholesaling, employment 
continues to fal l with further reductions 
expected. Continuing job losses can also 
be expected in some of Sco t land ' s 
traditional industries (see Coal and Other 
Energy and Transport Equipaent sections). 
Several key indicators of the state of the 
labour market are now clearly registering 
the effects of the upturn in economic 
ac t iv i ty (see Labour Market section). 
Redundancies in the f i r s t quarter of the 
year f e l l to 66% of the i r level in 1986. 
During the same period, the number of 
vacancies reached their highest quarterly 
level since the beginning of 1980 and 
continued to r i s e on average by 600 per 
month over the three months to July. 
Furthermore, the seasonally adjusted level 
of unemployment has fal len by 3,100 a 
month on average over the six months to 
July. The ra te of decline in Scott ish 
unemployment during t h i s period i s , 
however, only about two thirds of that in 
the UK, reflecting the residual effects of 
l a s t year's o i l price f a l l and, possibly, 
1 
lags in the transmission of growth from 
the centre to the peripheral regions of 
the UK. The extent to which the Scott ish 
economy can l ag behind developments 
elsewhere in the UK i s c lear ly seen in 
r ecen t data from the c o n s t r u c t i o n 
industry. New private housing s t a r t s in 
Scotland in the f i r s t quarter of 1987 were 
nearly 17? down on the corresponding 
quarter in 1986, whereas in Great Britain 
they were 20? higher (see Construction 
s e c t i o n ) . Neve r the l e s s , i t i s the 
external stimulii provided by developments 
in the world economy and particularly the 
UK economy that govern the prospects for 
the Scottish economy over the coming 
months. 
With domestic demand in Japan and 
particularly West Germany failing to rise 
at a rate sufficient to compensate for the 
deflationary effects of the s ignif icant 
appreciation of the Yen and the D-Mark 
against the dol lar , there appears l i t t l e 
prospect of an improvement in the 
currently low r a t e of world economic 
growth (see World Economy sect ion). 
Current OECD projections suggest that real 
GNP growth will be slightly lower in 1987, 
at 2.25?, compared with 2.5? in 1986. The 
prospects for further growth in world 
trade and hence Scot t ish exports are , 
therefore, on t h i s account, not great . 
However, the exchange rate movements over 
the l a s t eighteen months have largely 
benef i t ed UK, and hence S c o t t i s h , 
i n d u s t r y . S t e r l i n g has f a l l e n 
significantly against the D-Mark and even 
a f t e r some upward movement a t the 
beginning of the year s t i l l remains under 
3DM. The par t i cu la r configuration of 
exchange r a t e movements of s t e r l i n g 
against the D-Mark and the Dollar has, for 
example, clearly had a favourable effect 
on the performance of the s tee l industry 
(see Metal Industries section) and, as the 
May Commentary suggested, underpins the 
current improvement in Britain's economic 
growth. Other beneficial effects on the 
Scott ish economy can also be seen in the 
apparent i n c r e a s e in Japanese inward 
investment in electronics, which must in 
part be due to the strength of the Yen 
(see Electronics section). 
However, the future course of events in 
the Scottish economy remains pr incipal ly 
dependent on the performance of the 
British economy as a whole. With real GDP 
growth expected to be above 3? and 
possibly nearer to 4? during 1987, the 
prospects are clear ly favourable (see 
British Economy section). The major cause 
for concern i s whether the r a t e of 
expansion i s o u t s t r i p p i n g the supply 
capac i ty of the economy, l ead ing to 
overheating and a possible inf lat ionary 
end to the current 'boom'. The evidence 
on overheating i s mixed, but the l a t e s t 
s t a t i s t i c s on r e t a i l s a l e s , consumer 
c red i t , earnings, house prices and the 
north-south differential, bank lending and 
money supply growth, are increasingly 
pointing in that direction. 
The one percentage point increase in base 
rates at the beginning of August indicated 
the government's concern about the future 
course of inflation and the implications 
for future growth. Nevertheless, in view 
of the evidence of potent ia l capacity 
const ra in ts there must be concern about 
the effects of the increase on investment. 
There are two clear implicat ions for the 
Scott ish economy. F i r s t , much needed 
local investment which is necessary to re-
equip Scottish industry to take advantage 
of the growth in demand may now be tha t 
much more d i f f i c u l t to implement. 
Secondly, the increasing flow of mobile 
investment from other parts of the UK may 
be reduced. The p rospec t s for more 
balanced growth in the UK may therefore be 
s l igh t ly l e s s than before. Furthermore, 
while the increase may serve to damp down 
the growth of demand i t may also have 
hindered the timely removal of capacity 
cons t ra in ts . If the i n t e r e s t r a t e r i s e 
f a i l s to have the desired effect on the 
growth of demand then i t w i l l have 
increased the r i sk of the current high 
ra te of economic growth being dissipated 
in higher in f la t ion and/or a balance of 
payments cr is is . 
The May Commentary suggested that when the 
authorities are concerned to moderate the 
effects of a too rapid r a t e of economic 
expansion and wish to keep the exchange 
ra te competitive, then t h i s can best be 
accomplished by f i sca l contraction. The 
increase in base ra tes can probably be 
j u s t i f i e d in terms of i t s impact on 
s t e r l i n g and the compe t i t i veness of 
B r i t i s h i n d u s t r y , given the r ecen t 
downward movement of s t e r l ing . However, 
in view of the importance of investment to 
the maintenance of Britain's current rate 
of economic growth, future attempts to 
counter the likely continuing problems of 
overheating should be met by a further 
contraction of the public sector borrowing 
requirement. This can be best achieved by 
the government foregoing, or a t l e a s t 
postponing, i t s plans to reduce the basic 
ra te of tax to 25?. 
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